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AMERICAN INSTITUTE OF ACCOUNTANTS 


Registration of Corporations under 
Securities Exchange Act of 1934 


The securities and exchange commission 
has recently released form 10, accompanied 
by an instruction book, for business corpo- 
rations—having securities previcusly listed 
upon a naticnal securities exchange—which 
must now apply for permanent registration 
under section 12 (b) of the securities ex- 
change act of 1934. As stated in the re- 
lease to the newspapers, “In drafting the 
new requirements, the commission has at- 
tempted to secure for the investor the 
maximum amount of pertinent information 
succinctly and clearly expressed, while 
burdening the corporation to the least pos- 
sible extent.” 

The financial statements required are 
those for December 31, 1934, or the first 
annual closing date subsequent thereto. It 
is expected that the requirements of form 
10 and the accompanying instruction book 
will influence the form of annual reports 
to stockholders for fiscal years ending De- 
cember 31, 1934, and later dates. ‘These 
requirements will affect, not only the com- 
panies at present listed on a national se- 
curities exchange to which they directly 
apply, but also other corporations with 
many stockholders, which will naturally 
wish to adhere to recognized high stand- 
ards. 

Shortly after its organization, following 
the passage of the securities exchange act 
of 1934, the commission requested co6dpera- 
tion of professional accountants in drafting 
regulations to carry out the purposes of 
the act. A special committee of the In- 
stitute was appointed by the president and, 
with the addition of two representatives 
of the American Society of Certified Public 
Accountants, the joint committee of the two 
national bodies prepared a report submitted 
under date of August 3, 1934. 

In preparation for this report the com- 
mittee made a detailed review of the se- 
curities exchange act of 1934, the securi- 
ties act of 1933 and the regulations previ- 
ously promulgated under the securities 
act. The committee suggested that the 
same type of financial report serve for list- 
ing of corporations on a securities exchange, 


for registration statements and prospectuses 
under the securities act and for annual 
reports. It also recommended that there 
be a very substantial reduction of the in- 
formation required by the _ regulations 
under the securities act to relieve the com- 
panies from the preparation of a mass of 
statistics of little value to the investor. 
While this report was submitted to the 
commission under date of August 3, 1934, 
it has not been made public or distributed 
to members of the Institute, inasmuch as 
the regulations under the securities ex- 
change act of 1934 were still being given 
consideration by the commission. 


The text of the report follows: 
GENTLEMEN: 


In accordance with your request at a meeting 
on July r9th, we, the undersigned, were ap- 
pointed a committee representing the two na- 
tional bodies of independent public accountants, 
the American Institute of Accountants and the 
American Society of Certified Public Account- 
ants. This committee has given attention to 
those features of the securities exchange act 
of 1934 and the securities act of 1933, as 
amended, which particularly affect the prepara- 
tion and use of financial statements. We now 
have the honor to submit the report which ac- 
companies this letter. 

You requested that our report be presented 
to you as soon as possible after the meeting 
of July 19th; consequently the report is sent 
you without awaiting formal aproval by 
the governing bodies of our profession. The 
suggestions are, therefore, those of this com- 
mittee, based on the experience of its members 
with financial statements for registration under 
the securities act of 1933, for listing applica- 
tions for various exchanges and for annual re- 
ports of corporations. 

The purpose of the financial statements re- 
quired by the acts is to help the investor, and 
we believe that this can best be accomplished 
by demanding only material information and 
permitting flexibility in the form and content 
of financial statements. 

We see no reason why, with slight varia- 
tions, the same type of financial reports should 
not serve for listing, for registration and 
prospectuses under the securities act and for 
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annual reports. This would, however, be im- 
possible if the commission should ask for any- 
thing like the amount of information now 
required for registration under the securities 
act. It would be impracticable for corporations 
of large size to furnish such information 
promptly. Furthermore, if companies are com- 
pelled by regulation to force on an investor a 
mass of statistics which he can not understand 
we believe that the purposes of the acts may 
be defeated. 

We, therefore, strongly recommend that, so 
far as financial reports under the securities 
exchange act are concerned, the instructions 
call only for balance-sheets and statements of 
income, of surplus and of reserves, prepared 
in the form and detail which the management 
and the independent accountants believe fairly 
present the financial condition and operating 
results of the corporation. These financial re- 
ports should be accompanied by a concise state- 
ment by the corporation as to the major ac- 
counting principles and practices followed dur- 
ing the period under review and any changes 
in such principles and practices since the pre- 
ceding year. 

We also recommend that similar require- 
ments govern the preparation of financial in- 
formation under the securities act and that at 
the same time the instructions already issued 
under that act be modified accordingly. 

Whether the policies adopted by the com- 
mission shall be in accord with our recom- 
mendations or not, we trust that we shall have 
an opportunity to coéperate with you in draft- 
ing rules and regulations and in any other 
ways in which our profession can be of ser- 
vice. 

We request that this report be received as 
merely the first step in the codperative assist- 
ance we desire to render to the commission 
in its administration of the acts. 


Respectfully submitted, 


C. OLiverR WELLINGTON, 
Chairman. 


SAMUEL J. BROAD, 
James F. Hucues, 
JoserH J. KLEIN, 
K. KNIGHT, 
Puitip N. MILLER, 
Ropney F. STarkey, 
ANDREW STEWART, 
Homer N. Sweet, 


REPORT OF COMMITTEE OF ACCOUNTANTS 


The securities exchange act of 1934 requires 
that, for the protection of investors, each 
corporation desiring the privilege of listing on 
a national securities exchange shall furnish, 
at the outset, financial statements and other 
information regarding its affairs and _ that, 
thereafter, it shall file such annual and quar- 
terly reports as the commission may prescribe. 
In addition, should a corporation desire to 
offer a new issue of securities it is required 
under the securities act of 1933 (except for 
the exemptions under the act) to file at that 
time financial statements and other information 
required by the act. 


In considering what recommendations we 
should made to the commission to carry out the 
purposes of these acts so far as financial state- 
ments are concerned, we have endeavored to 
keep in mind the rights of the investor, the 
duties of the issuer and the responsibilities of 
the commission. This has involved considera- 
tion of the scope of the information that would 
be of value to an investor, as well as the prac- 
ticability of furnishing such information. The 
results of these deliberations are condensed in 
the pages which follow, in which, for con- 
venience, the subject matter is classified under 
the following headings: 


Scope of information 

Uniformity of accounting practices and forms 
Requirements for financial statements 
Education of investors 

Quarterly reports 

Natural business years 

Summary of recommendations 


ScopE OF INFORMATION 


We recommend that financial statements re- 
quired by the acts, in order that they may be 
best adapted for presentation to investors, 


(1) Contain such information as is necessary 
fairly to present, in accordance with 
accepted accounting principles, the 
financial condition and operating re- 
sults. 

(2) Exclude unnecessary matters and details 
which tend to obscure the important 
facts. 


To accomplish these objectives, flexibility in 
the form and content of the statements must 
be permitted. The substance, not the form, is 
important. Rigid regulations which attempt to 
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cover all cases tend to stress the form and 
sacrifice substance and inevitably result in an 
excess of detail. The liabilities under the acts 
and the powers of the commission, rather than 
elaborate regulations, should be the means of 
procuring adequate disclosure. We believe that 
it is possible to formulate simple regulations 
which will meet the specific requirements of the 
acts and will not impose an _ unreasonable 
burden upon reporting companies. 


Historical information, a great deal of which 
is required under the present instructions for 
administration of the securities act, is ex- 
tremely burdensome to prepare and in the 
majority of cases is of no value to investors. 
We urge that the extent to which historical in- 
formation shall be included be left to the dis- 
cretion of the management and the independent 
accountants. 


Apart from the volume of the information 
required, it is of importance that the financial 
statements be presented in simple form. So 
far as possible, in all significant matters they 
should be complete in themselves without ref- 
erence to supplemental schedules. 


UNIFORMITY OF ACCOUNTING PRACTICES AND 
Forms 


The members of the commission asked our 
opinion on the desirability and practicability 
of bringing about uniformity in accounting 
practices, either for industry as a whole or 
for particular branches of industry. We feel 
that the importance of uniformity has been 
greatly over-emphasi.ed. It may be more mis- 
leading than informative. 


Any attempt at uniformity should be limited 
to a few general principles so broadly stated 
that they will permit wide variations in appli- 
cation to meet different conditions. Certain 
general principles of accounting are now com- 
monly accepted, but such principles are flexible 
and must frequently be modified in practice. 
The management and the independent account- 
ants should be free to apply principles in the 
manner best adapted to the conditions prevail- 
ing, so that the statements shall not be mis- 
leading. We recommend that the commission 
postpone formulation of any principles until 
it shall have had opportunity to study the 
financial statements and accompanying declara- 
tions of accounting principles and practices 
which we are recommending be filed by re- 
porting corporations. 


On the other hand, the application of con- 
sistent practice to the accounts of a corporation 
in successive years is of prime importance. 
We recommend that the practice of each corpo- 
ration be disclosed and any change in practice 
from preceding years be clearly stated. This 
is most important in the case of income state- 
ments, because investors generally estimate the 
value of an investment by using a multiple of 
the earnings. In making such estimate, they 
should be informed as to the earnings and 
charges which are of an extraordinary nature. 
A proper classification of earnings and a sim- 
ilar classification in successive years are, there- 
fore, necessary. 


We recommend that the commission do not 
attempt to adopt any standardized forms of 
financial statements. Such forms will force 
corporations to fit their statements into a pre- 
scribed mould, although the presentation of 
their statements in this manner may not be 
truly informative. Rigidity of form may well 
defeat its own purpose by placing undue stress 
on items which may be immaterial for a par- 
ticular company, while minimizing other items 
which, in the peculiar circumstances, may be 
relatively important. 


REQUIREMENTS FOR FINANCIAL STATEMENTS 


We recommend that the financial statements 
requiied should consist of (a) a balance-sheet 
in comparative form; (b) an income statement 
in comparative form; (c) a surplus statement; 
(d) a statement of changes in reserves; (e) 
a concise statement by the corporation as to 
the major accounting principles and practices 
followed during the period under review and 
any changes in such principles and practices 
since the preceding year; (f) similar statements 
for subsidiaries or consolidated statements, 
whichever will more clearly set forth the es- 
sential facts. 


As previously stated, we recommend that no 
set forms be prescribed but that statements be 
accepted in the form and detail which, in the 
opinion of the management and the independent 
accountants, fairly present the financial condi- 
tion and operating results of the corporation. 
We further recommend that neither rigid in- 
structions nor questionnaires be issued, but that 
the commission adopt general regulations as 
guiding principles for the preparation of finan- 
cial statements. We recommend that such gen- 
eral regulations be substantially as follows: 


(a) That the balance-sheets be prepared to 
present as clearly as practicable: 

1. The basis on which the principal assets 
on the balance-sheet are stated. 

2. A reasonable classification and adequate 
description of the substantial items of the 
balance-sheet, so as to display significant 
facts. 

(b) That the income statement show a rea- 
sonable classification of the source of in- 
come and the nature of expenses; that 
operating income be distinguished from 
non-operating income; and that substantial 
extraordinary income or charges, whether 
of a recurring or non-recurring nature, be 
disclosed and described. 

(c) That the surplus statement and the 
analysis of changes in reserves show suit- 
able segregation according to the classes 
of the surplus or reserves and the char- 
acter of the respective charges and credits, 
not including either analysis or segregation 
of surplus or reserves prior to the period 
covered by the financial statements. 


The regulations under the securities act of 
1933 should be modified so that the require- 
ments may be the same as those outlined, with 
the addition of such other information as is 
specifically required by schedule A of the act. 


EDUCATION OF INVESTORS 


We believe that, by adding force and author- 
ity to efforts already made by accountants, the 
commission can render valuable service to the 
public by helping investors to understand the 
significance of financial statements. 

Investors relying upon financial statements 
should know that such statements reflect a 
combination of personal judgments, accounting 
conventions and recorded facts. Judgments 
and conventions have an important effect on 
the construction and presentation of financial 
statements. The soundness of the judgments 
necessarily depends on the competence and in- 
tegrity of those who make them. One of the 
important accounting conventions is that the 
balance-sheet of a going concern shall be pre- 
pared on the assumption that the concern will 
continue in business. Plant assets, permanent 
investments and intangibles are usually stated 
at cost or on some other historical basis with- 
out regard to realizable or replacement value. 
Assets such as inventories and accounts re- 
ceivable are commonly stated at their estimated 
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value in the ordinary course of the continuing 
business, which is usually greater than the real- 
izable value in forced liquidation. Cash and 
readily marketable securities are customarily 
stated at value which do not depend upon con- 
tinuance of the business. In sharp contrast 
are the nominal assets, such as unamortized 
discount and other deferred charges, the value 
of which would almost entirely disappear if 
the concern were to go out of business. 

The investor should also understand that re- 
ports of earnings of industrial enterprises for 
a single year or shorter periods are of limited 
significance because they may be disproportion- 
ately affected by transitory influences. Fair 
conclusions as to past earning power can not 
be drawn without comparison of the profits over 
a period of years. 

Finally, the investor when considering the 
record of earnings and the latest balance-sheet 
should remember that the future value of his 
investment depends in large measure on factors 
which can not be shown in financial statements. 
Among these factors are the ability of the 
management and the effect of changes in tech- 
nical processes, shifting markets, tariffs and 
taxation on the plant, product and sales of 
the corporation. Any one of these human or 
physical or economic factors may throw the 
concern into difficulties or materially alter its 
financial condition and earning capacity. 


QUARTERLY REPORTS 


As requested at the meeting of July 19th, we 
submit the following comments on the subject 
of quarterly reports: 

In some cases, quarterly statements may be 
helpful; in others, such statements, if unac- 
companied by detailed explanations, may be 
more apt to mislead. In most industries quar- 
terly reports are, at best, estimates of progress 
for the period. Generally earnings do not 
accrue evenly throughout the fiscal year, be- 
cause of such factors as large orders or sea- 
sonal variations, and it is impracticable for 
the management, in reporting the quarterly 
earnings, to determine with reasonable accuracy 
the effect of such factors. In many cases in- 
ventories, reserves, valuations and other essen- 
tial facts are not finally determined until the 
end of the fiscal year. 

If the commission should decide to require 
quarterly financial reports, these reports should 
be limited to income statements; they should 
be in condensed and comparative form and 
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should be made available with reasonable 
promptness. Estimates should be allowed, and, 
if they have been used, that fact should be 
stated. The corporation should be given the 
option of preparing the quarterly report to 
cover the individual quarter or the twelve 
months terminating at the end of the quarter 
or the period from the beginning of the current 
fiscal year to the end of the current quarter. 
Corporations which employ the thirteen-period 
year should be permitted to render such com- 
parable reports as are obtainable from their 
records. 


NATURAL BusINESs YEARS 


Most corporations have fiscal years coincident 
with the calendar year. This has the effect 
of concentrating the preparation and issuance 
of annual reports within a relatively short 
period. Adherence to the calendar year is 
largely a matter of custom, and there are posi- 
tive advantages in the adoption of the natural 
business year as the fiscal year. Reports based 
on the natural fiscal year permit a more ac- 
curate determination of earnings; they show 
more clearly the trend of operating results, and 
they are, therefore, more informative to in- 
vestors. Such reports are frequently more 
economical for the corporation, because, at the 
end of the natural business year, the cost of 
taking inventory is lower and the business of 
the corporation normally is less active. Such 
reports spread over the year the work of ac- 
counting firms and credit and statistical organi- 
zations and they will also simplify the adminis- 
trative problems of the commission. 

In many cases comparisons between corpora- 
tions engaged in the same industry would be 
more valuable to investors if the annual re- 
ports of such corporations were based on the 
natural business year of the industry. 

We therefore recommend that the commission 
encourage all corporations to adopt their nat- 
ural business years as fiscal years. 


SUMMARY OF RECOMMENDATIONS 


The recommendations contained in this re- 
port may be summarized as follows: 


1. The financial information required should 
be limited to that which will be of substan- 
tial value to investors. 

2. Uniformity of major accounting principles 
in a particular industry is desirable as an 
ultimate objective, though uniformity in 


their application may be undesirable. For 

the present, corporations should be required 

merely to indicate the principles which are 
followed. 

3. No standardized forms of financial state- 
ments should be prescribed. Statements in 
the form and detail best adapted to the 
particular conditions should be accepted. 

4. There should be codérdination of the re- 
quirements relative to financial statements 
for: 

(a) Listing on a national securities ex- 
change; 

(b) Registration statements and prespec- 
tuses under the securities act of 1933; 

(c) Annual reports. 

This would entail substantial modification 
of the present regulations under the se- 
curities act. 

5. The commission should endeavor to advise 
investors as to limitations of financial state- 
ments as guides to the value of investments. 

6. If the commission should decide to require 
quarterly reports, these reports should con- 
sist only of income statements; they should 
be issued promptly; they should be in con- 
densed and comparative form; and they 
may be based on estimates if necessary. 

7. The commission should encourage corpo- 
rations to adopt their natural business years 
as fiscal years. 


Following the submission of this report 
of August 3, 1934, at the request of the 
commission a subcommittee of three mem- 
bers was appointed. This subcommittee 
held several sessions with members and em- 
ployees of the commission, considering in 
detail drafts for those parts of the proposed 
regulations which dealt with financial state- 
ments. The work done by the committee 
in preparation for the report of August 3, 
1934, proved to be of great help in this 
work of drafting and considering and re- 
viewing drafts of various sections of the 
proposed regulations. The subcommittee 
also held several conferences with Thomas 
H. Sanders of Harvard university, and 


Donald B. McCruden of Moody’s in- 
vestors’ service, who were employed by the 
commission to assist in preparation of the 
regulations. 

Following the annual meeting of the In- 
stitute in October, a new committee was 
appointed consisting of Samuel J. Broad, 


John Hood, Jr., Rodney F. Starkey, An- 
drew Stewart and C. Oliver Wellington, 
chairman. ‘This committee has continued 
the work of the previous committee. 

It is believed by the chairman that form 
10 and the accompanying instruction book 
will meet with the whole-hearted approval 
of all practising accountants. It is a source 
of great satisfaction that the commission 
has adopted so many of the recommenda- 
tions and suggestions of the committee and 
has, through these regulations, carried out 
the purposes of the act without placing an 
undue burden upon the corporations in- 
volved. 


It is hoped that these regulations for 
business corporations will be followed by 
others under the securities exchange act 
of 1934, and under the securities act of 
1933, which will continue the same general 
policies to the extent possible under the 
language of the acts, thus removing one of 
the important objections to registration 
while encouraging the adoption of the high- 
est standards in the preparation of financial 
reports. 


ACCOUNTING PROVISIONS OF FoRM 10 
AND INSTRUCTIONS 


Form 10 must be used by all corpora- 
tions applying for permanent registration 
of securities temporarily registered, except 
certain specified classes of issuers and se- 
curities. 

Applicants are required to state the 
names of any independent public or cer- 
tified public accountants who have certified 
financial statements for the applicants since 
January 1, 1925. The form calls for finan- 
cial statements required in the book of in- 
struction, item 36 of which provides as 
follows: 


“A registrant shall furnish the following 
financial statements: 

“(a) Its balance-sheet and its profit-and-loss 
statement or income statement; and 

“(b) A consolidated balance-sheet and a 
consolidated profit-and-loss statement (or in- 
come statement), prepared in accordance with 
the rules of consolidation given below. 


“(c) 


For subsidiaries not consolidated in 


the consolidated balance-sheet, in which regis- 
trant owns directly or indirectly securities rep- 
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resenting more than 50% of the voting power 
other than as affected by events of default, 
submit either (i) separate sets of statements 
in which all such subsidiaries are consolidated 
or combined in one of several groups, or (ii) 
individual statements for each such subsidiary 
not included in (i) above. These statements 
need not be furnished when the aggregate in- 
vestments not consolidated are not significant 
in respect of either (1) the assets they repre- 
sent, or (2) the sales or operating revenues of 
such non-consolidated subsidiaries. 

“The balance-sheets required are those as 
of December 31, 1934, or as of the first annual 
closing date subsequent thereto. 

“The profit-and-loss statements required are 
those for the year ended December 31, 1934, 
or for the annual period ended at the first 
annual closing date subsequent thereto, or, if 
the registrant has been in business for less than 
one year, then for such period as it has been 
in business up to its first closing date.” 


The statements required must comply 
with certain general principles and require- 
ments, which are, in part, as follows: 


“The registrant may file statements and 
schedules in such form, order and using such 
generally accepted terminology as will best in- 
dicate their significance and character in the 
light of the instructions. 

“These instructions relating to the financial 
statements and their supplemental schedules 
shall apply only where the items and conditions 
in question are present in the business of the 
registrant. 

“The information specified in these instruc- 
tions shall be furnished as a minimum require- 
ment, to which the registrant may add such 
further information as will contribute to an un- 
derstanding of its financial condition and oper- 
ations. 

“If any change in accounting principle or 
practice has been made during the period cov- 
ered by the profit-and-loss statements and such 
change substantially affects proper comparison 
with the preceding accounting period, give the 
necessary explanation in a note attached to the 
balance-sheet or profit-and-loss statement and 
referred to therein. 

“The financial statements required shall be 
accompanied by a certificate of an independent 
public or independent certified public account- 
ant or accountants. This certificate shall be 
dated, shall be reasonably comprehensive as 
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to the scope of the audit made, and shall state 
the opinion of the accountant or accountants in 
respect of the financial statements of, and the 
accounting principles and procedures followed 
by the registrant. In certifying to the financial 
statements of the registrant, independent public 
or independent certified public accountants may 
give due weight to an internal system of audit 
regularly maintained by means of auditors em- 
ployed on the registrant’s own staff. In such 
case the independent accountants shall review 
the accounting procedures followed by the reg- 
istrant and by appropriate measures shall sat- 
isfy themselves that such accounting procedures 
are in fact being followed. Nothing in these 
instructions shall be construed to imply author- 
ity for the omission of any procedure which 
independent public accountants would ordinar- 
ily employ in the course of a regular annual 
audit.” 


In addition to the general principles 
quoted, the book of instructions sets forth 
detailed instructions for the presentation of 
various items in the financial statements 
required. 


Proportional Representation of States 
on the Council 


An analysis of the geographical distribu- 
tion of members of council of the Institute 
as compared with members, during the 
period from 1917 to 1934, was made re- 
cently by the committee on nominations. 

It was found that with few exceptions 
representation of the states on the council 
has been proportionately greater than their 
representation in the total membership. 

Only in New York, where a large per- 
centage of.the membership is found but 
where council representation is automati- 
cally limited by the by-laws to six members, 
was it found that representation on the 
council has been appreciable less than repre- 
sentation in the membership. 

Following are the ten states which have 
contributed most to the membership of the 
Institute: New York, 32.53 per cent; II- 
linois, 10.66 per cent; Pennsylvania, 7.93 
per cent; Massachusetts, 6.74 per cent; 


California, 6.18 per cent; Ohio, 3.92 per 
cent.; Missouri, 3.13 per cent.; New Jer- 
sey, 2.21 per cent; Texas, 2.06 per cent, 
and Michigan, 1.98 per cent. 

These states have contributed a total of 


77.34 per cent of the membership of the 
Institute and 66.91 per cent of the council 
members. 


New Week 
Massachusetts ......... 19 
Arkansas ...... 
13 
II 
Pennsylvania ........ « 


Federal Corporation Law 


The codperation of state societies of cer- 
tified public accountants in the work of 
the Institute’s special committee on federal 
corporation law has been requested. 

In the Institute’s first Special Letter to 
State Societies, which inaugurated the plan 
of codperation reported in the Bulletin for 
December 15th, the state societies were in- 
formed that the committee had undertaken 
an analysis of accounting provisions of state 
corporation laws to determine what pro- 
visions might be made by a similar federal 
law. It was reported that particular at- 
tention was to be given to the following 
features: 

a. Authorization of shares without nominal or 
par value and conditions thereof. 

b. Books and accounts required to be kept. 

c. Reports, other than tax reports, required to 
be published or to be filed with state au- 
thorities. 

d. Limitations and restrictions upon the power 
to declare and pay dividends. 

e. Power to acquire, hold and dispose of the 
corporation’s own shares. 

f. Requirements for certification of financial 
reports by independent auditors. 


It was suggested that since many state 
societies have given extensive consideration 
to the corporation laws of their own states, 
their comments and suggestions would be 
greatly appreciated by the Institute’s com- 
mittee. It was pointed out that persons in- 
fluential in the present federal administra- 
tion were said to have the subject under con- 
sideration, and that since such a law might 
be of great importance to accountants, the 
profession should be prepared to offer its 
opinion and advice if the occasion should 
arise. 
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Clarence J. Farris 


Clarence J. Farris, of Memphis, a mem- 
ber of the Institute since 1928, died on 
December 22, 1934, after an extended ill- 
ness. 

Mr. Farris was a native of Elizabeth- 
town, Ky., and lived at Memphis from 
1912 until the time of his death. Prior to 
his entering public accounting practice in 
1919, he was employed as accountant by 
railroad and commercial companies. Mr. 
Farris was a certified public accountant 
under the Tennessee law. He was 62 years 
old. 


William E. Porter 


William Ellis Porter, of New York, 
partner in the firm of Stern, Porter, King- 
ston & Coleman, died on October 10, 1934. 

A native of Brooklyn, Mr. Porter was 
educated at public schools of New York 
and at New York university. He entered 
public accounting practice with Alfred J. 
Stern, of New York, in 1912 and in 1925 
became a partner in the firm with which 
he was affiliated at the time of his death. 

He was a certified public accountant of 
New York and in 1934 was admitted to 
membership in the American Institute of 
Accountants. 


William H. Scott 


William Henry Scott, of Providence, a 
charter member of the American Institute 
of Accountants, died on December 30, 
1934, in his eightieth year. 

Until his retirement three years ago, 
Mr. Scott was dean of the faculty of the 
Bryant-Stratton college of business admin- 
istration. He was born at Newport and 
received his early education in the schools 
of that city. He was graduated in 1875 
from Brown university and in 1879 re- 
ceived the degree of master of arts from 
that institution. He joined the staff of the 
Bryant-Stratton college in 1878. 

Mr. Scott was a past president of the 
Rhode Island Society of Certified Public 
Accountants. 
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Revision of Enrollment Record of 
United States Treasury Bar 


The committee on enrollment and dis- 
barment of the United States treasury de- 
partment has undertaken, as directed by 
circular No. 230, to canvass the entire 
membership of the treasury bar for the 
purpose of eliminating from the roster the 
names of persons who are deceased or have 
retired from practice or are ineligible or 
for any reason wish to have their names 
stricken from the rolls. 

Printed forms have been sent to enrolled 
attorneys and agents with instructions that 
they should be filled out, signed and re- 
turned to the secretary of the committee 
within a fixed time, which shall be not less 
than 30 days. Failure of any attorney or 
agent to do this will result in the striking 
of his name from the roll. Persons whose 
names are thus stricken may be enrolled 
later by preparing the required form and 
filing it with a statement showing that 
failure to do so within the time limit was 
not due to any fault of theirs. 


It is understood that many enrolled 
agents have not yet received the printed 
forms which must be returned to the com- 
mittee before reénrollment may be effective. 
Attention is therefore called to the follow- 
ing notice issued recently by the committee 
on enrollment and disbarment, which pre- 
scribes the proper procedure in such cases: 


“In pursuance of these directions (section 
15, circular 230) the committee on enrollment 
and disbarment has had sent to every enrolled 
person a card to be filled out and returned 
to the committee giving the information called 
for. Many of the cards have been returned 
by the post office department undelivered. Ap- 
parently many enrolled persons have not kept 
the committee informed of changes of address. 
Any enrolled person who has not received a 
card and who desires to have his name re- 
tained on the roll should immediately write the 
committee, giving his present address and the 
last address filed with the committee, and re- 
questing that a card be sent him. When 
the canvass has been completed new enrollment 
cards, green in color, will be issued to all 
whose names appear on the revised roll, and 
thereafter only the green enrollment cards will 
be recognized as valid.” 
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Study of British Tax Administration 


A study of the British tax system with 
special reference to its administration, pre- 
pared by Roswell Magill, special assistant 
to the secretary of the treasury, and others, 
and submitted to the joint congressional 
committee on internal revenue taxation, has 
attracted the attention of accountants by 
its exposition of those features of the Brit- 
ish system which make for speed, fairness 
and accuracy in the disposition of tax mat- 
ters. The report is thought to be especially 
significant since its announced purpose was 
to set forth the features of the British sys- 
tem which should be considered in any re- 
vision of tax laws and administrative pro- 
cedure in this country. 


The report emphasizes the advantages of 
a decentralized administration such as that 
developed in Great Britain by conferring 
great authority upon the local inspector or 
surveyor of taxes. The inspector is said 
to rely largely on statements audited by 
qualified accountants and by this means to 
have achieved a high standard of efficiency 
in the determination of liability. The ex- 
tent to which the accountant’s statements 
are accepted depends largely upon the ex- 
tent of his audit and his standing before the 
board of inland revenue. On the other hand, 
in this country, it is stated that agents or- 
dinarily go behind the accountant’s state- 
ments to the books of original entry and 
that 503,131 such audits were conducted 
during 1934. 

“The inspector (in Great Britain) can 
not go to the books of original entry of the 
taxpayer as a matter of right,” according to 
the report. “In cases of any importance in- 
volving business profits, he does request and 
receives statements of profit-and-loss and 
detailed supporting data certified by quali- 
fied accountants. These statements are 
normally relied upon by inland revenue 
officials, because the accountants take pride 
in their accuracy, since the standing of the 
accountant with his profession and the in- 
land revenue depends upon the absolute 
integrity of the accounts he certifies. If 
such accounts prove unreliable, the in- 
spector notifies the taxpayer that he will 
not receive further accounts certified by that 
accountant. It was stated to us that in- 
stances of this kind are very rare. Ob- 
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viously a tremendous amount of time which 
would otherwise be spent in checking 
original books of entry and accounts is 
saved in this way.” 

The report states that while the income- 
tax laws of this country are to be com- 
mended as examples of “unusually skillful 
draftmanship, their difficulty and complex- 
ity are commonplace,” and recommends 
consideration of the advantages which 
might come of a restatement and clarifica- 
tion of the laws. It suggests that the work 
of restatement would have to be performed 
by a few trained men, thoroughly familiar 
with the present law and the practice under 
it, and that a group of advisors, drawn from 
the treasury department, the bar and the 
accounting profession, be formed for con- 
sultation and criticism. 


Accountancy Twenty- Five 
Dears Ago 


“There are many exceedingly important in- 
terpretations in these regulations (under the 
corporation tax law of 1909) relating to the 
deductions from net income as allowed by the 
bill. Perhaps the most important of these has 
to do with questions of depreciation. The 
definition and explanation of depreciation .. . 
could hardly be improved from an accounting 
and business standpoint. 

“In my opinion all of the trouble and ex- 
pense of this act . . . will be justified ulti- 
mately even if the act is found to be uncon- 
stitutional, because it will bring all the corpo- 
rations of the land to a full realization of the 
inherent necessity of regular and _ scientific 
handling in their books of this neglected ques- 
tion of depreciation. 

“This neglect has long been a serious defect 
in the accounts of corporations, saving, possi- 
bly, the larger public service corporations; 
but under the new tax act it will be mandatory 
upon all corporations carefully to estimate and 
intelligently to enter in their books allowances 
and charges against income on account of the 
constantly increasing elements of depreciation. 

“The adoption of uniform methods of cal- 
culating depreciation will prove of untold value 
to all corporations and to their stockholders as 
well as to the state and national governments 
and to the public at large.” 

Harvey S. Chase in The Journal of Ac- 
countancy, Jan., 1910. 
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Advertising by Enrolled Accountants 


In response to inquiries, the committee 
on enrollment and disbarment of the United 
States treasury department has ruled upon 
material which may appear on letterheads 
and cards of enrolled accountants. 


Following is the text of correspondence 
recently made public by the committee: 


“United States Treasury Department, 
“Committee on Enrollment and Disbarment, 
“Washington, D. C. 

“Gentlemen: 

“Your committee’s recent revision of treasury 
department circular No. 230 contains in section 
9 (53), (s4) and (55) certain prohibitions 
relative to solicitation and advertising by at- 
torneys and agents, which provisions are meas- 
urably modified by section 10 of such circular, 
and which seem to deserve further clarification. 

“In an effort to codperate to the fullest extent 
with your committee, we shall be obliged if 
you will advise: 

“(1) Whether the inclusion upon account- 
ants’ letterheads and cards of the expression: 
‘Inheritance, estate and income-tax practice,’ 
or similar designation of the accountants’ field 
of service is permissible. 

“(2) If such expressions are permissible, 
may such letterheads be used in writing to, 
and such cards be used to hand to persons 
with whom the accountant has had no previous 
business relations. 

“(3) Whether newly organized accounting 
firms, and accounting firms wherein the per- 
sonnel is changed, may send out formal an- 
nouncements stating respectively the organiza- 
tion of the firm or the change in personnel, if 
such announcements indicate the character of 
the firm’s practice by the use of some expression 
similar to that mentioned in (1) above. 

“The provisions of section ro of circular No. 
230, together with the practical necessities of 
accountancy practice lead us to believe these 
customs are permissible. In an excess of cau- 
tion we shall appreciate your confirmation of 
this view.” 


“Sir: 

“Reference is made to your letter ... in 
which you request to be advised on three ques- 
tions stated in your letter. 

“You are advised that inquiry No. 1 is 
answered in the affirmative and inquiry No. 2 
in the negative. 
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“As to your inquiry No. 3, you are advised 
that cards announcing change in the personnel 
of a practictioner’s organization may also con- 
tain the words referred to in inquiry No. 1, 
but such cards should be mailed only to persons, 
firms or corporations with whom at least one 
member of the new firm has had contact.” 


State Tax Division Accepts Certified 
Returns 


Following is the text of regulation 192 
recently issued by the gross-income-tax 
division of the Indiana treasury depart- 
ment, providing for the appointment of 
auditors for the preparation of returns 
under the gross-income-tax act of that state: 


“Whenever a taxpayer files a return accom- 
panied by a certificate of a certified public ac- 
countant, registered as such by the state board 
of certified accountants of Indiana, in which 
the certified public accountant certifies that he 
has examined the taxpayer’s books and pre- 
pared the return in accordance with the gross- 
income-tax act and the regulations issued there- 
under, such return may be accepted by the 
gross-income-tax division without further audit 
of the taxpayer’s books. In any case in which 
the taxpayer and the certified public account- 
ant disagree with the department’s regulation 
as to the interpretation of the act with respect to 
any item or items appearing in the return and 
to the extent the return is not in accord with the 
regulations full disclosure of all the facts as 
to such variation shall be made in the return 
and accompanying schedules and in the cer- 
tificate of the certified public accountant. In 
such cases the return and certificate may be 
accepted by the gross-income-tax division as 
containing all of the facts upon which a de- 
termination of the tax liability can be made 
without further audit of the taxpayer’s books. 

“Any intentional misstatement or omission of 
a material fact in a gross-income-tax return 
certified to by a certified public accountant 
shall be made the basis of a proceeding under 
section 3, chapter 175, acts of 1921 and amend- 
ments thereto for the revocation of the cer- 
tificate of said certified public accountant. 

“Nothing in this regulation shall be con- 
strued as a waiver or limitation of the de- 
partment’s right to examine the books and 
records of a taxpayer in any case in which 
the department determines that such examina- 
tion is necessary. 
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Hearings on Cost Provisions of Codes 


A general hearing on policies of the na- 
tional industrial recovery board relating to 
price-fixing opened in the auditorium of the 
department of commerce building, Wash- 
ington, on January 9th to continue until 
completed. 

This hearing was planned as the first 
of a series of open-forum discussions on 
phases of administration of major code 
provisions. It was announced by S. Clay 
Williams, chairman of the board, that evi- 
dence had been gathered tending to show 
that code provisions having to do with 
price-fixing and cost of production had not 
operated in the best interest of industry. 
The purpose of this hearing was to review 
the evidence and to learn the views of 
industrial leaders on possible amendment 
of codes and future policy of the board. 


Valuation of Securities 


The National Convention of Securities 
Commissioners, at their annual meeting at 
St. Petersburg on December 4th, in accord- 
ance with their annual custom adopted a 
basis for the valuation of securities which 
it recommends to insurance companies in 
preparing year-end statements. The recom- 
mendations are embodied in the following 
resolution : 


“Resolved, that the committee on valuation 
of securities of the National Convention of In- 
surance Commissioners recommends the follow- 
ing basis of valuing stocks and bonds for the 
inventory of such securities in the annual state- 
ments of insurance companies as at December 
31, 1934: 

“zy, Stocks and bonds should be valued at 
market quotations of December 31, 1934, ex- 
cept as hereinafter provided. 


“2, All bonds amply secured and not in de- 
fault should be valued on an amortized basis 
wherever permitted by law. 


“3. Bonds of states of the United States and 
of the provinces of the Dominion of Canada 
and political subdivisions thereof, not eligible 
to amortization, should be valued at the con- 
vention values as of December 31, 1933, except 
that where such bonds shall have been in de- 
fault for a period longer than two years prior 
to November 1, 1934, the values should be 
the convention values as of December 31, 1931, 
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less 30 per cent. ef the difference between such 
values and the market quotations of November 
1, 1934. Such bonds acquired since December 
31, 1931, except by exchange for betterment 
of portfolio, should be valued at market quota- 
tions of December 31, 1934. 

“Further resolved, that the cost or book value 
of stocks, whichever is lower in the aggregate 
held by life insurance companies, as of Decem- 
ber 31, 1934, may be used in the aggregate as 
the fair market value of such stocks, provided 
the income received by such companies on such 
stocks during each of the five years preceding 
the date of valuation shall have been at the rate 
sufficient to meet the interest required to main- 
tain policy reserves and other policy obliga- 
tions, and provided further that the net in- 
vestment income received by such companies 
on their ledger assets shall not have been less 
than required to maintain the reserve. This 
shall not apply to stocks of corporations in re- 
ceivership or similar status. Cost as used 
herein shall be held to include stocks received 
as exchanges or rights received as dividends 
or otherwise at not to exceed the market value 
quoted on the date acquired.” 


Audited Statements Required under 
Blue Sky Law 


The Institute has been informed of a 
ruling of the securities division of the 
Minnesota state department of commerce 
which requires audited financial statements 
of all brokers and dealers in securities and 
of all companies licensed to sell their se- 
curities in that state. Following is the 
text of a notice sent to brokers and dealers: 


“You are hereby notified that the securities 
division of the department of commerce will 
require that all brokers and dealers send us 
a copy of their financial condition as of De- 
cember 31, 1934. This statement is to be pre- 
pared and signed by a certified public account- 
ant or a firm of practising public accountants; 
said statement to reach this office not later than 
February 15, 1935. 


“If your annual closing does not take place 
December 31st, we suggest that you write this 
office immediately and other arrangements can 
be made for your submission of said financial 
statements.” 


Companies licensed to sell their securities 
in Minnesota are reported to have been 
notified to the same effect. 
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Cooperation with Bankers 
The annual report of the Robert Morris 
Associates committee on codperation with 


public accountants, presented at the annual 


meeting of the organization at Skytop, 
Pa., on October 29 and 30, 1934, and re- 
cently published in the Bulletin of the or- 
ganization, contains discussion of several 
matters which are of interest to members 
of the American Institute of Accountants. 

The committee reported that after two 
years’ experience, the plan of concentrating 
all of its information regarding account- 
ants’ work at the offices of the organization 
at Lansdowne, Pa., had been found to 
have many advantages. The following 
were cited as typical of cases reported dur- 
ing the past year: 

“, The improper presentation of the client's 
liability on acceptances, part of which, in this 
case, was not recorded on the balance-sheet at 
all. Also, the omission of a contingent liability 
for available balance under letters of credit. 

“2. Accounts receivable in several cases in- 
cluded such items as treasury stock, cash ad- 
vances in the form of loans, bankrupt accounts, 
accounts in the hands of attorneys, due from 
officers and employees, and an investment in 
another company. And in still another case, 
cash in closed banks was carried in accounts 
receivable—the reason given by the accountant 
was ‘accountant’s discretion.’ 

“3. From an investment account of a parent 
company, representing total holdings in a 
Canadian subsidiary, was deducted a current 
account of over $500,000 due to that subsidiary.” 


The committee then reported the ex- 
change of correspondence between the stock- 
list committee of the New York stock ex- 
change and the special committee of the 
American Institute of Accountants on 
coéperation with stock exchanges which re- 
sulted in the formulation of a model form 
of auditor’s report. After quoting the 
form of report and the accompanying foot- 
notes, the committee commented as fol- 
lows: 

“If one could always be certain of a meeting 
of minds of the accountant who signs a par- 
ticular report in this way with those of the 
accountants who prepared this form and foot- 
notes, credit men would know how much re- 
liance to place upon the report. When in 


doubt, it behooves the credit man to obtain 
an acknowledgment from the accountant that 
the audit is made and the report signed in ac- 
cordance with the footnotes. One authority, 
when discussing this certificate, stated that it 
has a great levelling effect on all reports in 
which it is used, as it could with equal facility 
cover the best and the worst auditing work.... 


“In the first line in the new certificate, it is 
stated that the accountants have examined 
the balance-sheet. Previously, the accountants 
usually stated that they examined the books 
and accounts. They also state that they have 
received information from the officers and em- 
ployees, but they do not state how satisfactory 
that information has been. 


“The only definite statement in the entire 
first paragraph of this certificate is that they 
did not make a detailed audit. The last para- 
graph states, ‘In our opinion, based upon such 
examination.’ When you read that phrase, you 
want to go back and see what kind of exam- 
ination was made—based upon such examina- 
tion.’ We believe that is the crux of the whole 
situation. If the accountants would only leave 
out that ‘based upon such examination,’ the 
certificate would be very much stronger. We 
say this with the thought that the accountants 
are paid to make an examination of a firm’s 
affairs, and if after having access to all the 
records, they can not state unqualifiedly that 
the balance-sheet and profit-and-loss statement 
fairly present the picture, we don’t know who 
can.” 


After discussion the following resolution 
was unanimously adopted : 


“As the form of auditor’s certificate approved 
by the American Institute of Accountants, noted 
in the report of the committee on codperation 
with public accountants, is not a satisfactory 
form upon which to place reliance in the ex- 
tension of credit, and as the form is easily sus- 
ceptible to abuse and its continued use will 
tend to diminish the importance of audited 
balance-sheets and income statements; it is 

“Resolved, That the committee on codpera- 
tion with public accountants, of the Robert 
Morris Associates, be instructed to discuss this 
matter with the appropriate committee of the 
American Institute of Accountants, with a view 
of either changing the form of certificate or 
limiting its use to those cases so qualified that 
its use would be appropriate.” 
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American Association of University 
Instructors in Accounting 


The eighteenth annual meeting of the 
American Association of University In- 
structors in Accounting was held at the 
Palmer House, Chicago, on December 27th. 
The morning session was devoted to dis- 
cussion of methods of teaching accounting, 
and the afternoon session to accounting 
research. 


H. T. Scovill, of the University of Illi- 


nois, presided at the first session. The 
following papers were read: 
“Elementary accounting,” by Geoffrey 


Carmichael, Indiana University. 

“Cost accounting,” by J. C. Gibson, 
University of Wisconsin. 

“Auditing,” by Henry T. Chamberlain, 
Loyola University. 

“C. P. A. preparation,” by J. B. Taylor, 
Ohio State University. 

Specialized courses. 

“Survey course,” by H. H. Wade, Uni- 
versity of Iowa. 

“Internal auditing,” by J. J. Reighard, 
University of Minnesota. 


Following a luncheon meeting of the 
executive committee, the accounting re- 
search session opened under the chairman- 
ship of A. C. Littleton, of the University 
of — The following papers were 
read: 


“Possible objectives of accounting re- 
search,” by S. H. Nerlove, University of 
Chicago. 

“Terminology,” by E. L. Kohler. 

“Thesis preparation,’ by H. C. Miller, 
Ohio State University. 

“History,” by Andrew Nelson, St. John’s 
University. 

“Reports,” by John R. Wildman. 


Discussion folowed the reading of each 
paper. 

At the annual banquet the principal 
speaker was Howard C. Greer, of the In- 
stitute of American Meat Packers. 


William F. Loflin, of Columbus, Ga., was 
elected president of the Lions club of Columbus 
on December 2oth. 


15 


Audits of Code Authorities 


Administrative order No. X-119 issued 
by the national industrial recovery board 
on December 5th provides that all code 
authorities shall submit their accounts to 
periodic audits by independent public 
accountants and shall publish financial re- 
ports at the close of each budget period. 
This order was followed by an office memo- 
randum approving a manual of instructions 
to auditors acting under these regulations. 


Following is the text of the order: 

“Pursuant to the authority vested in it by 
executive order No. 6859, and otherwise, the 
national industrial recovery board does hereby 
prescribe the following regulations applicabie 
to all code authorities with respect to funds 
and accounting. 

“A. Each code authority shall promptly pro- 
vide for: 

“zt, The designation of a person or persons 
who shall receive and account for all funds. 

“2. The furnishing of adequate security by 
such person or persons for the protection of 
funds in his or their custody. 

“3. The maintenance of code authority funds 
in its name and separate from all other funds. 

“4. The keeping of accurate and adequate 
accounting records, available at any reason- 
able time for inspection by accredited repre- 
sentatives of the national recovery administra- 
tion. 

“5. The submission of periodic reports to 
the national recovery administration, at such 
times as it may require. 

“6. An audit at the expiration of each budget 
period by a competent, independent auditor, as 
defined in paragraph C hereof, such audit to 
be acceptable to the national recovery adminis- 
tration. 

“7, The publication or distribution, not later 
than 60 days after the budget closing date, 
to those members of the trade or industry who 
have paid assessments or otherwise contributed 
funds to the code authority, of a report of its 
financial operations for the budget period, its 
financial! position at the closing date thereof, 
and of its activities in the said period; and 
the filing of a copy thereof with the national 
recovery administration. 

“B. Each code authority shall furnish such 
information regarding its observance of the 
provisions of this order as the national recovery 
administration may deem necessary to insure 
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compliance therewith, and any action by a code 
authority hereunder, if found by the national 
recovery administration not to be in accord 
with this order, is subject to its disapproval. 

“C. As used in paragraph A 6, hereof, the 
term ‘competent, independent auditor’ means 
a public accountant in good standing who is 
either a certified public accountant or who 
has the equivalent in ability of a certified pub- 
lic accountant, provided, however, that as to 
any service to be performed in any particular 
state or governmental division of the United 
States, such accountant in any event shall have 
the qualifications required by law in such state 
or governmental division of the United States 
for the performance of such service; this term 
further means an accountant who is in fact 
independent of the code authority whose ac- 
counts he audits. Unless the national recovery 
administration permits otherwise, it will not 
recognize a public accountant as independent 
with respect to any code authority if (a) such 
public accountant, his firm, or anyone in his 
employ has any interest as an officer, agent, 
or employee of such code authority, or (b) 
such public accountant, his firm, or anyone in 
his employ is an officer or employee of any 
member of the trade or industry under such 
code authority or of any trade association of 
such trade or industry.” 


The manual, “Instructions to auditors of 
books and accounts of code authorities,” is 
introduced with the following general in- 
structions : 


“These instructions regarding scope of work 
and form of audit report are issued in order 
to expedite the work of audit and promote 
uniformity in method and presentation. 


“Three copies of the report on audit are to 
be sent immediately upon completion of the 
work by the auditor direct to the national re- 
covery administration, Washington, marked for 
attention of code authorities accounts section. 


“In the audit of operations under a small 
budget (less than $100,000) where internal 
check may be lacking, a detailed audit should 
be made which would have for its purpose 
substantiation by audit procedure of the assets, 
liabilities (actual and contingent), and other 
balances in the balance-sheet and of all transac- 
tions for the period ended on the budget closing 
date. Where there is an internal check, se- 
lective audit tests of the transactions may be 
substituted for the substantiation of ‘all trans- 
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actions for the period.’ The selective tests 
should be so designed as to satisfy the auditor 
of the general correctness of the recorded 
transactions for the period. 

“The auditor should familiarize himself with 
all matters in the code relating to the accounts 
and financial transactions of the code authority. 
These will appear mainly in budgets supple- 
mental to the code and in budget amendments.” 

The manual includes model forms of 
balance-sheets and statements of income and 
expense and budget comparison. It pro- 
vides that an affidavit, in the following 
form, should be made part of the auditor’s 
report: 

“I solemnly swear that the audit of the books 
and accounts of code authority re- 
ported on herein was made by me or by my 
employees under my direction in conformity, 
as nearly as possible in the circumstances, with 
the ‘Instructions to auditors of books and ac- 
counts of code authorities,’ and that I am quali- 
fied to audit the said code authority as a 
‘competent, independent auditor’ as defined by 
the national recovery administration in its ad- 
ministrative order No. X-119, dated December 
5, 1934. 

“Sworn to me this 
the year 19——.” 


day of 


Reynold E. Blight, of Los Angeles, is 
giving a series of addresses from radio sta- 
tion KMTR on “Fundamental American- 
ism.” 


Harry Hough, of New York, has been 
appointed chairman of the accountants’ 
division of the Henry street visiting nurse 


fund, New York. 


Caddie H. Kinard, of El Dorado, Ark., 
recently addressed the Rotary club at El 
Dorado on “The revenue act of 1934.” 


Andrew Stewart, of New York, is serv- 
ing as chairman of the accounting division 
of the commerce and industry committee 
of the New York family welfare commit- 
tee. 


Henry W. Sweeney, of New York, is 
the author of an article entitled “Approxi- 
mation of appraisal values by index num- 
bers,” appearing in the October issue of 
the Harvard Business Review. 
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Commercial-Paper Dealers Recom- 
mend Independent Audits 


Weil, McKey, Pearson & Co., commer- 
cial-paper dealers, have issued the following 
circular on audited statements to their 
clients and others: 


AUDITED STATEMENTS 


“In line with our custom of passing along 
to our clients suggestions which we feel may 
be of value from a financial and credit stand- 
point, it has been our annual practice since 
1923 to call to their attention the desirability 
of having their fiscal statements audited by 
certified public accountants. 

“It has been interesting to see the steadily 
increasing percentage of audits from year to 
year. Particularly, developments of the past 
year or two with especial reference to the 
securities legislation enacted in Washington, 
have stressed the importance of audits until 
they are now universally expected by banks 
investing in commercial paper and are made 
available by all our clients. 

“In order that a company may secure the 
full measure of benefit from its audits, not only 
in the enhancement of its credit but also for 
its own analyzation of its operations, careful 
consideration is worth while in the selection 
of the auditor and the type and scope of the 
audit. To quote from an editorial in the De- 
cember, 1928, Bulletin of the Robert Morris 
Associates, the national organization of bank 
credit men: 


The work of accountants should not be un- 
duly restricted. The scope of their exami- 
nations sheuld be such that they can give an 
unqualified certification. A qualified certifi- 
cate indicating that the accountant has not 
had free scope in his examination may do 
injustice to the borrower out of all pro- 
portion to the additional expense necessary 
to prepare a complete report. A company 
cannot afford to have its credit jeopardized 
by qualified certificates or by employing 
accountants whose standards permit the 
use of an unqualified certificate with a 
careless or incomplete audit. 

“Another thought that appears worthy of 
consideration with reference to fiscal statements 
is the use of the natural business year by those 
companies which have not already adopted this 
procedure. A recent study by the bureau of 
business research of the University of Illinois, 
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based upon the composite views of numerous 
representatives of industries, indicated that in 
their opinion out of a total of one hundred 
fourteen lines of business only sixteen could 
most advantageously close their books at De- 
cember 31st, and that other dates during the 
year were the natural closing periods for the 
others. The employment of the natural busi- 
ness year in lines of business where there are 
seasonal fluctuations permits inventories to be 
taken when merchandise stocks are low and 
books closed at a time when operations are 
least active, so that in many cases the work of 
closing can be more efficiently, accurately and 
economically carried out. 

“If there are any points in connection with 
the above which we can amplify or regarding 
which we can be of service in any way, we 
should be very glad to do so.” 


Edward A. McAllister, of New York, has 
been appointed by the attorney general of the 
state as an assistant attorney general in the 
bureau of statistics, which is charged with the 
investigation of fraud in the sale of securities. 


William A. McDonald, of Denver, spoke 
recently on “Some recent developments in de- 
termining and controlling costs” at a meeting 
of the Denver chapter of the National Asso- 
ciation of Cost Accountants. 


Henry F. Meyer, of Savannah, was elected 
president of the Savannah Kiwanis club on 
January 


Wayne E. Pollard, of Rockford, Ill., is the 
author of an article entitled “More taxation 
for cemeteries!” appearing in the December 
issue of the American Cemetery. 


Charles S. Rockey, of Philadelphia is the 
author of an article entitled “Oberammergau, 
the world’s stage,” which appeared in the 
November issue of the Pennac News. 


D. McE. Watson, of Denver, has been ap- 
pointed to a committee of the Denver chamber 
of commerce which is to study and report to 
the board of the United States chamber of com- 
merce on “Federal expenditures.” 
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MEETINGS AND ELECTIONS 


California 

A joint meeting of the San Francisco, Los 
Angeles and Fresno chapters of the California 
State Society of Certified Public Accountants 
was held on December 8th at the Hotel Cali- 
fornian, Fresno. 

There were two formal sessions, under the 
auspices of the Los Angeles and San Francisco 
chapters respectively. During the Los Angeles 
session, of which Harry B. Mills was chairman, 
Ira N. Frisbee, of the University of California, 
spoke on “An appraisal of the present economi- 
cal situation” and Melvin D. Wilson, practis- 
ing attorney and accountant, discussed “The ac- 
countant and federal and state taxation.” At 
the San Francisco session, G. L. Yockey, land 
bank examiner in charge of the western divi- 
sion, farm credit administration, discussed ‘““The 
C. P. A. in government service,” and Phillip 
A. Hershey, “Capital asset accounting during 
deflation and inflation.” 


Connecticut 

Members of the Connecticut Society of Cer- 
tified Public Accountants and of the Robert Mor- 
ris Associates held a joint meeting at the New 
Haven lawn club on December 18th. 

The meeting was sponsored by committees of 
the two organizations which were created to 
bring about closer codperation between account- 
ants and bankers. Charles F. Coates acted as 
chairman for the accountants and Edward M. 
Gaillard for the bankers. The discussion con- 
sisted of questions and answers on problems 
of accounting for credit purposes. 


Florida 

The semi-annual meeting of the Florida In- 
stitute of Accountants was held on December 
7th and 8th at the Carling hotel, Jacksonville. 
The meeting was opened by an invocation by 
the Rev. Albert J. Kissling and an address of 
welcome by John T. Alsop, mayor of Jackson- 
ville. 

Robert H. Montgomery, of New York, spoke 
at the sessions of December 7th on present 
policies on federal taxation. The principal 
speaker on December 8th was Robert E. Payne, 
of Chicago, whose subject was “The recent 
federal securities act.” 

Ocala was selected as the place of the June 
meeting of the organization. 
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Indiana 


The recent ruling of the Indiana gross-in- 
come-tax division that returns accompanied by 
the certificate of a certified public accountant 
may be accepted without further audit of the 
taxpayer’s books was discussed at a meeting 
of the Indiana Association of Certified Public 
Accountants at Indianapolis on December 8th. 

Clarence A. Jackson, director of the division, 
explained the intent of the ruling and outlined 
the procedure which it was expected certified 
public accountants should adopt. John E. 
Keough, chairman of the association’s com- 
mittee on codperation with the division spoke 
of the responsibility thus put upon account- 
ants to provide all the facts necessary to de- 
termine tax liability. Birney D. Spradling, 
president of the association, presided. 


Massachusetts 

A forum for the discussion of four subjects 
of current interest to accountants was held by 
the Massachusetts Society of Certified Public 
Accountants at the Parker House, Boston, on 
December 17th. J. Chester Crandell was chair- 
man. Following are the subjects and discus- 
sion leaders: 

“Gain or loss from sale or exchange of capi- 
tal assets,’ by Edwin E. Wakefield. 

“Depreciation: T. D. 4422 and related mat- 
ters,” by George A. Wilson. 

“Surtaxes: Personal holding-companies and 
corporations improperly accumulating surplus,” 
by Carroll F. Holt. 

“Sundry changes under the revenue act of 
1934,” by Benjamin E. Grant. 


New Jersey 

At a meeting of the New Jersey Society of 
Certified Public Accountants, held at the Down- 
town club, Newark, on December 17th, it was 
resolved that the society should protest to the 
United States treasury department against its 
rule of practice which requires accountants to 
file affidavits with income-tax returns prepared 
by them. 

The following addresses were made at the 
meeting: 

“Survey of public events of special inter- 
est,” by Julius E. Flink. 

“Cultural obligations of the certified public 
accountant,” by William C. Heston. 

“Ethical ways of obtaining accounting en- 
gagements,” by Louis Siegel. 
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“The anatomy of the accountant’s fee,” by 
Samuel I. Bendet. 

“The mental diet of the certified public ac- 
countant,” by George J. Strong. 

Philip S. Suffern, president of the society, 
presided. 


New York 


Members of the New York State Society of 
Certified Public Accountants, meeting at New 
York on December 17th, heard discussions of 
“Bank examinations by governmental agencies 
and by certified public accountants.” 

Frederick H. Hurdman, first vice-president 
of the society, and George V. McLaughlin, 
former state superintendent of banking, were 
the principal speakers. Preceding the gen- 
eral meeting, there were group dinner meetings 
for discussion of special problems now receiv- 
ing the consideration of the society. 


North Carolina 


Officers were elected by the Charlotte ac- 
countants club at a meeting held on Decem- 
ber 22nd, as follows: J. M. Van Hoy, chairman; 
J. M. Allen, vice-chairman, and George Domb- 
hart, secretary. 


Oklahoma 
TULSA 


The report of the president of the Tulsa chap- 
ter of the Oklahoma Society of Certified Public 
Accountants on the activities of the chapter 
during the fiscal year ended October 31, 1934, 
contains the following summary: 

“1, Fifty-one regular weekly meetings were 
held during the year. The only week in which 
a meeting was not held was that of the an- 
nual meeting of the state society. 

“2. An interesting program was arranged 
for each chapter meeting and the discussions 
were led in practically all cases by chapter 
members. Outside speakers were called upon 
for only six out of the 51 meetings. 

“3. The subjects discussed during the year 
were federal and state legislation, the securi- 
ties act and other recent acts of congress, cur- 
rent accounting topics, stock-exchange regula- 
tions and numerous other subjects of interest 
to the members.” 


Oregon 
The Oregon Society of Certified Public Ac- 
countants held its last meeting of the winter 
season on December 12th at the Benson hotel, 
Portland. 
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Two papers were read, as follows: 

“Examination of accounts required for pre- 
sentation of financial statements,” by R. B. 
Stratford. 

“Form and content of statements and re- 
ports,” by Pearce C. Davis. 

The meeting was open to the general public. 


South Carolina 
H. S. Blanton, of Spartanburg, was elected 
president of the South Carolina Association of 
Certified Public Accountants at its annual meet- 
ing at Columbia, December 11th. O. P. Bourke 
was elected vice-president and W. Arnold Sear- 
son, secretary-treasurer. 


Utah 


All incumbent officers of the Utah Associa- 
tion of Certified Public Accountants were re- 
elected at the annual meeting of the organiza- 
tion at Salt Lake City, December 2oth. R. G. 
Abbey is president, Harold L. Child is vice- 
president and Alan Grant Mann, secretary- 
treasurer. 


NorFOLK 


The annual meeting of the Norfolk chapter 
of the Virginia Society of Public Accountants 
was held on the evening of December 6th at 
the Atlantic Hotel. 

W. R. Tolleth was reélected president of the 
chapter. The other officers for the coming year 
are: A. Vernon Sheffield, vice-president; and 
Leroy T. Canoles, secretary and treasurer. 

The new capital-stock tax and treasury de- 
cision 4422 were discussed at length at the 
meeting. It was pointed out that the applica- 
tion of the former may result in a situation 
wherein it would be more profitable for a tax- 
payer to give away assets than to sell them. 
Treasury decision 4422 was discussed with 
particular reference to its provision that the 
burden of proof that deductions for deprecia- 
tion claimed are equitable shall be sustained 
by the taxpayer. 


Wi 

Members of the Wisconsin State Society of 
Certified Public Accountants, meeting at Osh- 
kosh recently heard discussion of the state un- 
employment insurance law by H. Herman Rauch, 
head of the unemployment compensation divi- 
sion of the Milwaukee office of the state 
industrial commission. 
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ANNOUNCEMENTS 


The dissolution of the Brook-Schuster com- 
pany, of Dubuque, Iowa, has been announced. 
Maurice E. Brooks announces that he will con- 
tinue in practice under the firm name of the 
M. E. Brooks company. Mr. Brooks has also 
announced the formation of a partnership with 
W. A. Shute, under the firm name of the 
Brooks-Shute company, at Waterloo, Iowa. 


Chris C. Danman, formerly chief of the sales 
tax division, Mississippi state tax commission, 
has announced his return to private practice 
with offices at 505 New Merchants bank build- 
ing, Jackson, Miss. 


Announcement has been made of the associa- 
tion of Roy F. Godfrey with Ross T. Warner 
as partner in the firm of Ross T. Warner & 
Co., 602 Tulsa Loan building, Tulsa. 


Fillmore, Horwich & Co., of Chicago, an- 
nounce the removal of their offices to suite 
1802-77 West Washington street. 


Horwath & Horwath have announced the ad- 
mission of the following junior partners: 
Arnold Jorgensen, James E. McNamara, Jr., 
A. Douglass McKenzie, George O. Podd and 
Arthur E. Fox. 


Hurdman & Cranstoun, of New York, an- 
nounce that they have admitted to partnership 
George Charles Hurdman and Harold R. Caf- 
fyn. 


C. F. Learned and T. J. Tapp have an- 
nounced their reassociation under the firm name 
of Learned & Tapp, with offices at 307-10 
State National bank building, Houston. 


Announcement has been made that S. C. 
Rogers & Co. will henceforth be known as Mc- 
Cready & Shindledecker, 406 City Bank build- 
ing, Youngstown, Ohio. 


Spurrier, Fox & Crane announce the admis- 
sion to partnership of L. Irvin Morgan and 
the change of the firm name to Spurrier, Fox 
& Morgan, 1100-1107 Bitting building, Wichita. 


Wall, Hardman & Lane announce the chang- 
ing of their firm name to Wall, Cassel & 
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Eberly. The offices of the firm are in the 
Refiners building, Dayton, Ohio. 


George Armistead, of Houston, recently sub- 
mitted recommendations to the tax committee 
of the Texas state senate on provisions of pro- 
posed tax legislation. 


Joseph A. Boulay, of Minneapolis, spoke at 
the annual convention of the Minnesota motor 
trades association, December 4th, on the Min- 
nesota intangibles tax. 


Eugene G. Boutelle, of New York, spoke on 
“Budgeted costs for the cotton mill” at a re- 
cent meeting of the financial group of the as- 
sociation of cotton textile merchants of New 
York. 


Archibald Bowman, of New York, has been 
appointed a member of the accountants’ sec- 
tion of the professional committee of the Mer- 
chants’ association of New York. 


Harvey S. Chase, of Boston, contributed an 
article entitled “Why not uniform accounting?” 
to the December issue of the Public Utilities 
Fortnightly. 


Louis S. Goldberg, of Sioux City, Iowa, con- 
tinues to contribute weekly articles on account- 
ing and related subjects to the Sioux City 
Daily Reporter. On December 28th he served 
as chairman of the annual banquet committee 
of the Sioux City chapter of the American 
interprofessional institute. 


G. Charles Hurdman, of New York, has 
been made treasurer of the New York state 
committee of community councils of the Na- 
tional Municipal League. 


Rupert W. Jaques, of Lynn, Mass., spoke 
at the Lynn chamber of commerce forum, De- 
cember 17th, on “Some changes in federal tax 
law with particular reference to loss provi- 
sions.” 


— 


Orrin R. Judd, of New York, recently spoke 
on “Trust department examinations” at a meet- 
ing of the New Jersey bankers association. 


